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HOW CUSTOMS DUTIES WORK. 

A PECULIAR change has of late come over the character 
of the never-ceasing controversy as to what is the wisest 
system of customs duties. Not only do we see the free-trade 
party in this country becoming bolder and more persistent in 
their attacks on our protective policy at the same time that a 
sentiment in favor of imitating that policy has begun to raise 
its head in the land of Cobden and Bright ; but American pro- 
tectionists, who have always appealed to the marvellous advance 
of the United States in the last quarter of a century as an 
argument worth more than any theories of political economy, 
now seem more inclined to prove the logical correctness of 
their views than to show their practical effect, while free 
traders are turning from theory to fact, and begin to claim 
that the logic of events is on their side. The transformation 
cannot be without cause, and the most obvious one is a fact 
which has been freely conceded only by a few — that economic 
conditions vary inevitably in different countries, and are con- 
stantly changing with the progress of time. Oblivious to this, 
the advocates of either cause go on threshing out the same old 
chaff which was once wheat, repeating arguments that are now 
as applicable to the situation as would be a discussion of the 
feudal system in an effort to settle the labor question. 

Forty-five years ago, English public sentiment had been so 
fully convinced of the need of encouragement to manufactur- 
ing industries, that English statesmen resolved to withdraw the 
protective barriers against foreign breadstuffs which had kept 
up the price of domestic produce and thus insured high rents to 
the landlords. Twenty years later, after a period of modified free 
trade, we began to carry out a radically different fiscal policy ; 
due to a variety of causes perhaps, but if not in the first in- 
stance the outcome of a definite economic conviction, certainly 
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resulting in a very short time in a widely spread popular belief 
that we needed to develop manufacturing industries, and that 
the only way to do this was by keeping out foreign manu- 
factured goods. Although England removed all duties, or 
rather retained only a few very low ones, and these purely 
for revenue, she did not aim at securing cheap iron or cotton 
or wool, but at giving her factory operatives cheap grain. In 
like manner we now have prohibitive duties on wheat and corn, 
but they are practically inoperative when we are producing a 
great surplus at lower cost than is possible in western Europe. 
Both nations sought from the beginning, and still seek, the 
same end — to develop manufactures at the expense of agri- 
culture ; in other words, either to force the owners of land to 
pay a bonus to the makers of articles which are the product of 
labor rather than the gift of nature, as in America, or to equal- 
ize matters between these two classes, as in England. So far 
as the object is concerned, it may be conceded to be good, 
without considering the method for its attainment ; and I will 
not delay to discuss what must always be a disputed point 
because impossible of actual demonstration, viz., whether a 
nation does well to encourage industries which can only be 
pursued at an artificial cost, when the purpose of doing so is 
to attain a political or social advantage or to so naturalize the 
desired industries as to put them ultimately beyond danger 
from foreign competition. Waiving the question whether such 
policy is wise, let us see practically whether we are succeeding 
to-day in our efforts in this direction as well as our British 
cousins have done in theirs, which must be admitted to have 
made their little island a great manufacturing country. 

Since the Morrill Tariff was first adopted, our manufactures 
have certainly been marvellously increased, and if the increase 
was not caused by protection, it has at least been coincident 
with its sway. But for ten years past it has been quite evident 
— and doubtless the trouble had been growing for some time 
before it became apparent — that while we are by no means 
standing still, we seem, if anything, further away from the in- 
dustrial Utopia. Prices, while to some extent reduced, have 
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still been maintained at higher levels than rule abroad, and yet 
manufacturers find their margins of profit daily vanishing. 
Wages have for the most part stood still in protected indus- 
tries, have in some cases absolutely fallen, and have nowhere 
advanced as they should have done with a rapidly advancing 
civilization. America is no longer a promised land for the 
laborer ; for of the swarms of immigrants whom we have at- 
tracted, many cannot find work. Meanwhile stocks of unsala- 
ble goods accumulate until the pressure forces out enough 
establishments to check the supply. Not one of these things 
should have happened under a system of protection, according 
to its friends, and at least one would not have been prophesied 
by its enemies — that manufacturers' profits should have de- 
creased, although the prices of their goods are only slightly 
reduced. But this has gone on to such an extent that free 
traders are hard put to it for examples of extortion which they 
can hold up to excite the indignation of farmers and other con- 
sumers of manufactured goods, on whom must fall the burden 
of high prices created by protective duties. Manufacturers 
get, in most industries, nearly as high prices as they got fifteen 
years ago ; they pay no more wages, and yet their (real or as- 
sumed) extravagant profits have been reduced to a minimum. 
Now the protective theory is that when protection has been 
maintained until industries are fully developed, domestic com- 
petition will reduce the price of manufactured goods to as low 
a point as that at which they could be imported free, and yet 
the work will be done at home. Up to this point, the whole 
nation would practically contribute to build the plant, educate 
the workmen and support their employers ; but once these 
ends accomplished, we should pay nothing for our privileges, 
and we should even be on a basis from which to export our 
surplus. The surest sign that domestic competition has reached 
its full limit is that wages are low and that profits are at the 
same time cut down to the narrowest margin, and that we are 
able to make all the goods that we can use. These tokens 
stare us in the face to-day ; but manufacturers have certainly 
not remitted any of their profits to consumers by means of 
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lowering prices, for these are nearly as high as they ever were, 
and we can only send abroad a few goods whose cost is nearly 
all in labor and very little in material. And by this one fact 
we are led to see why the promises made us in 1861, and re- 
peated so often since, are not realized ; why the home com- 
petition has reduced only profits and wages, but not prices. 
The consumer commonly consoles himself for the increased 
expense of living by the pleasing reflection that he is at least 
assisting to develop infant industries, or to maintain those 
already established which, while useful or even necessary, seem 
yet to be unable to stand alone. The truth of the matter — 
which he rarely understands — is this : that in our present stage 
of progress every dollar taken from his pocket to pay for more 
than a natural cost goes simply through the manufacturer's 
hands to the man who produces raw material, and is neither 
divided among operatives as higher wages nor retained by the 
employer as an extra profit which must be given him to induce 
him to carry on the manufacture. If the article purchased is 
one of the manifold forms of that typical protected product, 
iron, — whether it is a casting direct from the crude pig or a 
bar from the puddling furnace or a steel rail from the Bessemer 
converter, — it costs a higher price than it would in free-trade 
England ; but the difference of cost does not benefit the furnace- 
man, the mill-owner, or even their hands, for none of them earn 
more for each ton they turn out than they would in like pursuits 
abroad. The real beneficiary of the tariff on all these forms of 
iron is the mine-owner, from whose land has come the ore and 
the coal out of which the finished iron has been evolved. When 
we compare the selling prices, here and abroad, of such highly 
finished goods as nails, stamped ware, elaborate castings, agricul- 
tural implements, and the like, we find but little difference ; for 
in these the chief item of cost is labor, and this is cheap in 
America, because daily wages are high.^ But the nearer we 

' Experience and theory alike have proved that the high wages that are paid in 
this country are nothing more than compensation for superior efficiency; that if 
American employers pay more by the day than European employers, they get more 
work done, and when they figure up the cost of the product, find that a smaller 
percentage has gone into wages. 
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come to the ultimate raw material, the closer is the corre- 
spondence between the rate of duty and the higher range of 
domestic prices. Analyze the various items which go to make 
up a ton of pig iron, — the first crude manufactured stage, — 
and the mystery is solved. The ore, the coal, and the limestone, 
which are the only elements entering into the cost of a stove or 
a kettle that nature gives, and whose quantity cannot be in- 
creased or diminished by any fiscal policy, are sold to the fur- 
nace-man who smelts them into pig iron for just as much more 
per ton of iron that they will produce, as he will receive for that 
same ton in comparison with his competitor abroad. Or if it is 
a wooden house that the consumer wants to build, or a chair or 
table that he has to buy, an extra toll must be paid because 
there is a tariff duty on lumber. Yet the operator of the saw- 
mill or the furniture factory — the manufacturer, in short, 
whose business protection is supposed to assist, and whom it 
should thereby aid to pay higher wages, — does not earn larger 
profits than he would in some other line of trade. It makes no 
difference practically whether he rents timber land and pays the 
owner a royalty, or whether he buys his logs already cut ; for in 
either case he must pay directly or indirectly for his material 
all the extra price that the tariff helps him to charge for his 
goods. 

These two great industries, iron and lumber, are in so large a 
degree the foundation of nearly all our manufactures, if not as 
material, then as buildings or plant or tools, that enhanced 
price for either or both those two articles must invariably be 
added to their indirect products ; and if our boots or shirts are 
dearer than they should be, we can trace it back in most cases 
to the pocket of the mine or forest owner, who is the monopo- 
list that uses a long chain of manufacturers as collecting agents. 
Some of the prominent protective duties are on confessedly agri- 
cultural products, such as tobacco or sugar, and do not even 
masquerade as developing manufactures. Distinct again from 
all others is the wool tariff, which may with equal correctness 
be considered either an iniquity or a folly ; since there are only 
a few wool-raisers — and those the men who range great flocks on 
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public land — who get more for their wool through the working 
of the tariff than the same tariff forces them to pay in the cost 
of their carpets, blankets, and woollen clothes. Even these men, 
veritable monopolists, and land monopolists at that, may easily 
lose their gains made in this way through counterbalancing 
losses from low prices, consequent on diminished demand ; be- 
cause much of our wool, being worthless unless mixed with wool 
that can only be grown abroad, must be sold sufficiently low to 
make up for the premium added by tariff charges to the price of 
the foreign stuff needed for admixture. 

But what is the reason that the duties on iron, lumber, and 
their products (together with those on articles which are raised 
in price mainly because dear iron or lumber enters into their 
cost ) no longer encourage manufacturers by means of unusual 
returns to invest their capital and energy } It cannot be denied 
that this was accomplished by the protective system fifteen or 
twenty years ago, and that thus the strictures of free traders 
on subsidized monopolies were justified, and on the other hand 
the claims of protectionists that a diversity of industries was 
effected were warranted. Protectionists are right when they 
say that there can be no monopoly in a business which all are 
free to enter and pursue on equal terms ; but even if we put 
aside the industries which are confined to a few by the patent 
laws, and pass over the question how far combinations of those 
already established can exclude new competitors by a com- 
mercial warfare, there still remains the serious difficulty that 
a natural monopoly exists in the sources of raw material. All 
forms of iron and lumber are derived from certain natural advan- 
tages, which cannot be increased by any laws or by increase of 
demand. While manufactures are really in their infancy, there 
is little competition to buy raw material, and an extra price 
added to the finished goods is mostly secured by the manufac- 
turer, thus affording a bonus actually paid by the community 
for the maintenance of the industry ; but as more factories are 
built, they not only press on each other as sellers of goods, but 
even more as buyers of material ; and so the cost of the material 
gradually creeps higher, always proportionately and often abso- 
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lutely, until the point is reached where we stand to-day, when 
the capital, skill, and labor engaged in transforming this raw 
material into manufactured goods is paid with the smallest per- 
centage that will keep the industry alive, while the consumer is 
supplied at no lower price. For men who have iron or coal qui- 
etly lying in mines, or, what is even safer, forests that add daily 
by growth to their own value, can so much better afford to wait 
that it is not surprising to find them dictate terms more effec- 
tively than the consumer, who must have the necessaries of life. 
In exact proportion to the number of establishments that have 
grown up under protection in any given district has this process 
gone on ; and as fast as manufactures increase in each state 
and county that now has few, the number of users of raw mate- 
rial increases, and the manufacturers find their share of the 
spoils passing over to those who own the land from which the 
material must come. 

If, then, our point is established, — if, admitting and even 
asserting the wisdom of a policy that will really build up manu- 
facturing industries at home, we must yet recognize that the 
time has come when the tariff no longer performs this duty, — 
what should we do .' When all the excess of price that con- 
sumers pay is appropriated by those whose only contribution to 
manufacturing activity has been their foresight or good fortune 
in appropriating the land from the surface or the bowels of 
which supplies must be drawn, there is no encouragement to 
invest capital in new plant ; and accordingly we find the dispo- 
sition to do so constantly lessening. When our own market is 
glutted we cannot turn elsewhere for an outlet, because the raw 
material has cost so much more than it would be worth any- 
where else in the world that the finished goods cannot be sold 
abroad ; and so the practical effect of the tariff to-day, now that 
we have reached the limits of a home demand, is to restrict all 
further development, not to stimulate it. We may be willing 
to acknowledge a heavy debt to the protective tariff, but we 
have outgrown it and need a radically different policy. Free 
raw material alone would in many cases not remedy the matter, 
— least of all in iron, which lies at the bottom of half our 
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tariff troubles. If we had to make our iron from foreign mate- 
rial, for every ton produced we would have to pay freight on 
over three tons of ore and coal, two-thirds of which would be 
waste. Here is a natural protection which would react to the 
benefit of the miners as surely as the artificial one. This, too, 
is the reason why iron miners have been able to enforce a 
monopoly without such concerted action as exists in the coal 
trade, or such as so long kept the home market for copper above 
the export price ; for the monopoly created is local in each case, 
since furnaces must depend on local supplies. 

But to some extent in all articles, and to a very marked 
degree in iron, there is a fundamental change in the mode of 
treatment as a material passes from the cruder to the more fin- 
ished form. In the first stages the work of the manufacturer 
consists largely in getting rid of extraneous matter, but these 
processes passed, labor comes more largely into play for chang- 
ing the form or character without losing weight. It is at this 
point that tariff reform should begin and cut off absolutely the 
duties not only on absolutely raw material, but on every form of 
manufactured goods which loses any weight in being converted 
into a more highly finished form. By this plan only can we 
liberate manufacturers from the necessity of exacting high 
prices and turning them over to a class who are potentially, if 
not nominally, their landlords ; give a needed relief to consum- 
ers ; and establish a range of values which will give us an export 
trade. This end attained, it makes little difference whether or 
not we have tariff duties on highly manufactured goods; for 
now that the public bounty has laid the foundation, domestic 
competition can be trusted to keep down prices if only material 
is cheap. 

Reverting to our original thought, that our business to-day is 
with the tariff of 1886, not that of 1861, with practical problems 
and not theoretical ones, it must be plain that the tariff on iron 
(and indeed on all metals or minerals), on lumber, and on manu- 
factured goods whose cost depends largely on the cost of iron 
or lumber, stands on the same basis as the purely agricultural 
duties on wood, sugar, and tobacco ; that it is at bottom a 
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means of extorting rent for ore and forest lands, and, far from 
contributing to the further development of manufacturing in- 
dustries, in reality depresses them and works in the same direc- 
tion as did the English Corn Laws, directly opposite to the 
intentions of those who are protectionists from principle. 

In all this I have said nothing of the effect of the tariff on 
wages, and if my views are accepted, I cannot see that it is 
necessary to say anything. In the best position to which 
trades unions can bring him, the laborer is a partner of the cap- 
italist in his venture; and if the capitalist is really only an 
agent of the landowner, to whom he must pay over all surplus 
profits that he has secured from consumers, there is no extra 
compensation left for the laborer. Our workmen are intelli- 
gent enough to see that protection has given them neither 
steady employment nor — if we take into account their supe- 
rior efficiency — high wages; and they may yet conclude that 
they have not only made a mistake in supporting laws that 
exclude foreign goods and admit foreign laborers, but that they 
are committing a still graver error in deliberately shutting them- 
selves off from foreign buyers who would give us all more work 
to do, — when the only effect of our present policy is to pay a 

higher rent to owners of land. 

Edward J. Shriver. 



